international 
Marketing Information 
Series 


— 


os 
















Foreign Economic Trends 
and Their Implications 
for the United States 


Republic of South Africa 






May 1979 
Frequency: Semiannual 
Supersedes: 78-138 









Prepared by 
American Embassy 
Pretoria 










Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 
Industry and Trade Administration 






Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. An- 
nual subscription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cents, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 


aoe 


KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 


1976 1977 1978 


NATIONAL INCOME AND PRODUCT 

Gross Domestic Product (Current Prices) 35,479 39,977 45,718 
Gross Domestic Product (1970 Prices) 18,764 18,765 19,238 
Gross National Product (Current Prices) 33,887 38,114 43,788 
Gross Domestic Fixed Investment 10,539 10,604 10,853 
Government Consumption 5,219 5,858 6,412 
Private Consumption 20,527 22,649 255363 
Real Growth Rate (GDP) 1:32 0.0% 23% 
Per Capita GNP (Dollars at Current Prices) 1,243 1,391 1,596 
Population (Thousands) (1) 26,099 ZO,g 54 27,399 


FINANCE 

Value of Total Foreign Exchange Reserves (2) 1,020 906 2,564 
Gold Reserves of Reserve Bank (millions of oz.) 12.69 Dot 9.7 
Other Foreign Exchange Reserves, Reserve Bank 413 401 420 
Money Supply 55405 5,361 5,905 
Money and Near Money 10,773 io 12,968 
U.S. Direct Investment (Book Value) (3) 1,665 179 ao 


TRADE 

Exports (excluding gold) (FOB) 5,622 75224 8,549 
Export Value of Gold Output ‘2,698 3,214 4,442 
Imports (FOB) 8,559 7,926 9,279 
Exports to U.S. (3) 925 1,269 2,259 
Imports from U.S. (3) 1,347 1,054 1,079 


INDICES 

Manufacturing (4) 1235 115.8 124.7 
Mining (except gold) (4) 130.9 145.4 143.4 
Consumer Prices 116.9 128.9 143.5 
Employment (non-agricultural) 119.9 119.9 120.8 


BALANCE OF PAYMENTS 

Current Account Balance -1,874 +534 +:1;623 
Visible Trade Balance (Incl. gold exports) -236 +2 ,513 +3,712 
Services Balance ‘ -1,745 -1,996 -2,088 
Long-term Capital Flow (net) +1,137 +319 -36 
Net Foreign Exchange Reserves -971 -899 2a 


PUBLIC FINANCE 

Exchequer Receipts (excluding borrowing) 1,257 8,018 9,475 14.52 
Exchequer Issues 9,485 10,005 11,642 16.4% 
Government Budget Deficit (excluding borrowing) 2,226 1,987 2,467 24.12 
External Public Debt 1,514 1,559 1,275 -18.2% 


Note on exchange rate and sources: All data has been converted at the official exchange 
prevailing from 1976 through 1978, one rand = $1.15. Sources are South African except where 
noted. Data for previous years is subject to revision by the Reserve Bank and may not 
completely correspond to previously published figures. Included within South African 
figures are data for Namibia (Southwest Africa), Transkei, and Bophuthatswana. 


Notes to Table: (1) Includes the Transkei and Bophuthatswana; (2) Gold portion of re- 
serves valued at $34 an ounce up to April 1978 and thereafter valued at 90% of average 
free market price; (3) U.S. data; (4) Physical volume of production. 





SUMMARY 


South Africa experienced a modest recovery in 1978 following the most severe 
economic downturn of the post-war period. Growth in real GDP climbed to 2.5% 
in 1978 compared to zero growth in 1977 and 1.3% in 1976. In contrast to 1977 
when large increases in mining and agriculture were offset by real declines in 
manufacturing, trade, and construction, growth was more evenly distributed in 
1978. A limited recovery in consumer spending enabled manufacturing and trade 
to improve while mining and agriculture continued to show real growth although 
at a lower rate than the previous year. Exports, particularly minerals, con- 
tinued to perform well. The inflation rate in 1978 was 11%, virtually the same 
as in 1977. 


Although serious problems remain, the outlook for the South African economy in 
1979 is better than at any point in the last four years. A strongly expan- 
sionary Government budget, which included large tax cuts, is expected to give 
a major boost to consumer spending. Also, inventory replacement should start 

a new investment cycle late in the year. The South African Government has an- 
nounced a goal of reaching a 4% rate of real GDP growth in 1979, and there ap- 
pears to be good prospects for achieving between 3.5% and 4.0%. Problem areas, 
however, include a sharp increase in oil prices which is pushing the inflation 
rate upward and could undermine economic growth, the threat of economic sanc- 
tions which refuses to fade away, and the high rate of black unemployment. 


A major factor in the improved economic picture is the balance of payments 
which in recent years has been a significant constraint on the economy. In 
1978 there was a record current account surplus of $1.6 billion due to the 
higher gold price and increased exports of industrial minerals. The capital 
outflow continued in 1978 but, in contrast to 1977, was below the level of the 
current account surplus. Thus, the crucial net reserve figure increased by 
about $500 million. The rapid increase in world oil prices is a serious problem 
in 1979 but is being partially balanced by rising prices for gold and other 
minerals. Assuming the Government is able to reduce the volume of oil imports, 
the outlook is for another substantial current surplus in 1979 but probably 
below the 1978 level. 


Trade between the United States and South Africa expanded rapidly in 1978 
with total two-way trade reaching $3.3 billion, compared to $2.3 billion the 
previous year. However, most of the increase was in South African exports 
to the United States, which jumped 44 percent to $2.2 billion. South 
African imports of U.S. goods showed only a marginal increase of 2 percent 
to $1.07 billion, leaving a billion dollar U.S. trade deficit. The U.S. 
market share declined as overall South African imports increased by 17 percent. 
Various factors played a role in this decline with the expansion of U.S. 
Government controls on exports to South Africa being particularly important. 
However, the bright side of the coin is that U.S. exports to South Africa 
rose in the latter part of 1978 and early 1979 which seems to indicate 

that as the economy recovers, export controls are having a smaller impact 

on U.S. imports. Therefore, 1979 should see more substantial growth in U.S. 
exports to South Africa. U.S. investments in South Africa which amounted 

to $1.7 billion at the end of 1977 remained relatively stable in 1978. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


National Accounts - Modest Recovery in 1978 


After nearly three years of recession, the South African economy underwent a 
limited recovery in 1978. Gross Domestic Product (GDP) increased by 2.5% in 
real terms compared to a zero growth figure (revised) for 1977. At current 
prices, GDP rose by 14.5% in 1978 to $45 billion. There was no increase in 
per capita real GDP in 1978 as the 2.5% economic growth rate just equalled the 
level of population increase. Gross National Product (GNP) performed somewhat 
better than GDP increasing at a real rate of 4% in 1978. This was due to im- 
proved terms of trade particularly the higher gold price. 


An upturn in private consumption expenditure was the main source of the 
moderate growth in 1978. This enabled many of the secondary sectors to recover 
from their real declines of the previous year. Manufacturing went from 6.5 
percent to 5 percent in its contribution to real GDP; retail and wholesale 
trade from -6.5 percent to -0.5 percent; and utilities from 3.5 percent to 

5 percent. General Government remained stable at 4 percent real growth, while 
construction continued to be the most depressed sector at -5 percent growth. 
The primary sectors again showed positive real growth but at a lower rate than 
in 1977. Agriculture increased 2.5 percent, and mining grew by about 1 percent. 
The mining figure, however, refers to domestic activity and does not reflect 
the improved prices for mineral exports, particularly gold. 


The modest improvement in consumer spending during 1978 was shown by the 2% 
increase in real private consumption expenditure following a small decline in 
1977. Government consumption expenditure was steady at 1%. The chief area of 
weakness in the economy was shown by the 7.5% decline in real gross domestic 
investment, the third straight year of such decline. This reflected the under- 
utilization of private industry and the drop off in new Government infrastruc- 
ture projects. 


The quarterly trend in economic growth over the year was distorted by the in- 
troduction of a 4% retail sales tax in July. As a result, there was a large 
increase in real GDP in the second quarter due to anticipatory purchasing 
followed by a decline in the third quarter. Growth resumed in the fourth 
quarter at a 7% annual rate. Current indications are that economic growth in 
the first quarter of 1979 was slowly accelerating and was probably somewhat 
above the average of 2.5% in 1978. 


Balance of Payments - Massive Current Account Surplus 


The balance of payments was one of the bright spots in the economy in 1978. 
Previously it had been one of the major factors in the 1975-77 economic down- 
turn in that large current account deficits coupled with weakening capital 
flows forced the Government to pursue restrictive monetary and fiscal policies 
to control imports. These policies resulted in a notable decline in economic 
growth but did eventually produce a $534 million current account surplus in 
1977, the first such surplus in nine years. In 1978, the balance of payments 
underwent a far more marked improvement with the current account surplus 
reaching a record $1,623 million. The primary factor behind this billion 
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dollar increase was the sharp rise in the price of gold over the year. As a 
result, gold exports jumped from $3,214 million in 1977 to $4,442 million in 
1978. Non-gold exports showed a less spectacular but still substantial in- 
crease of 18% to $8,549 million. Imports, reflecting the moderate recovery in 
the economy and higher prices, were up 17% in 1978 to $9,279 million. The 
services deficit increased marginally to $2,088 million. 


The capital account continued to show a net outflow in 1978. However, in con- 
trast to 1977 when the current account surplus was offset by a slightly 

larger capital account deficit, the capital outflow (not related to reserves) 
amounted to $1,072 million in 1978 some $550 million below the current account 
surplus. This enabled the Reserve Bank to make substantial net repayments on 
earlier short-term balance of payments loans so that the crucial figure of net 
reserves (gross reserves minus short-term foreign loans of the Reserve Bank 
and monetary banking sector) showed an increase of $502 million. This is the 
first increase in net reserves since 1972 and is indicative of a substantially 
improved overall balance of payments position. 


The trend in the capital account in 1978 was similar to the previous year with 
virtually all the outflow resulting from an outward movement of $1,330 
million in short-term funds from the private sector. This stemmed from a 
number of factors including a shift to domestic trade financing due to lower 
internal interest rates, speculation against a possible change in the rand/ 
dollar rate, and lack of new foreign investment due both to low economic 
growth and concern over the political situation. Short-term capital movements 
of the Government sector showed a net inflow of $300 million. Long-term 
capital shifted into a negative flow by $42 million in 1978 compared to a 
positive balance of $340 million in 1977 due mostly to net repayments of Govern- 
ment loans. However, the fourth quarter saw a return to positive long-term 
inflow as the Government had greater success in raising long-term foreign 
loans including one for $250 million. 


Gross gold and foreign exchange reserves rose from $906 million to $2,564 
million in 1978. However, virtually all of this increase was due to the re- 
valuation in April 1978 of gold reserves from $34 an ounce to a price some 
10% below the monthly free market price for gold. If this revaluation is ex- 
cluded, gross reserves increased by only $48 million during the year. How- 
ever, the first four months of 1979 saw a moderate upward trend with foreign 
exchange reserves (excluding gold) of the Reserve Bank increasing by $242 
million while the gold component showed little change when valuation adjust- 
ments are excluded. 


Trade - Strong Mineral Exports 


The exceptionally large 1978 trade surplus of $3,712 million resulted pri- 
marily from increases in the value and volume of South African mineral and 
metal exports. By far the largest contribution came from gold vf which South 
Africa produces roughly 60% of the world's output. While the volume of gold 
production only marginally increased from 700 to 708 tons, the average price 
rose from $147 an ounce in 1977 to $193 in 1978. As a result, South African 
gold exports increased by nearly one billion dollars to $4,442 million in 1978. 
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In 1979 the outlook for gold exports has been further improved by the rise 

in the average price to $240 during the first four months of the year. Non- 
gold exports also performed well in 1978 increasing by 18%. This reflected 
substantial increases in the world prices for diamonds, platinum, and uraniun, 
and smaller price increases for ferrochrome and coal. Volume increases were 
recorded in coal and iron ore exports. Agricultural exports also performed 
well as a result of a bumper maize crop and price increases for wool and 
fruit. 


Imports in 1978 increased by 17% to $9,279 million compared with a 7% decline 
in 1977. The upturn in imports stemmed chiefly from a rise in prices and only 
a modest rise in volume. Categories showing the strongest increases were 
machinery, electrical equipment, transport equipment, and chemical products. 
The source of imports shifted noticeably in 1978 with imports from Europe in- 
creasing by 32% at the expense of imports from the U.S. which grew by only 2%. 
The Federal Republic of Germany took over as the largest source of South 
African imports followed by Great Britain. The United States fell from first 
to third position among exporters to South Africa. Japan, in fourth position, 
increased her exports to South Africa by 242. 


Preliminary trade figures for the first four months of 1979 show that exports 
(excluding gold bullion) continued to perform well, rising by 27% over the 
equivalent period in 1978. This is particularly impressive in view of the 
fact there was a decline in sales of gold coins (Krugerrand) during the period 
which was more than compensated for by increased exports of other minerals 
such as platinum, coal, and diamonds. Imports (excluding oil and defense 
goods) increased by only 11% in the first four months. However, the cost of 
oil imports, which is excluded in preliminary statistics, has increased sharply 
due to the OPEC price increases and the fact that with the loss of its main 
supplier, Iran, South Africa is being forced to purchase crude oil on the 

more expensive spot oil market. Thus, the actual import figure is believed 
well above the preliminary 11% figure. 


Monetary Policy - Rand Allowed to Float 


The South African Government announced in February 1979 that as a result of 

the recommendations of the DeKock Commission, the fixed exchange rate between 
the rand and the U.S. dollar which had been maintained since 1975 at the 

level of $1.00 = $1.15 would be eliminated and the rand would follow a managed 
float. A foreign exchange market among banks in South Africa was initiated to 
provide a forum for this float, with the Reserve Bank intervening as needed 

to maintain orderly market conditions. It was also announced that a two-tier 
exchange rate would be created with the former "securities rand" broadened into 
a "financial rand". The "financial rand" could be used by foreign investors 
for direct investments in industry and commerce and would be traded on the open 
market. By virtue of the fact the "financial rand" is being traded at a large 
discount to the regular rand, it was hoped this would stimulate foreign direct 
investment. One of the major goals of the DeKock Commission reforms was to 
enable the exchange rate to absorb the pressure on the capital account caused 
by shifts in short-term capital flows. 
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In the first five months of the managed float, the regular or "commercial" 
rand has appreciated slightly against the dollar from R1.00 = $1.15 to $1.00 = 
$1.18. The Reserve Bank still exercises a large influence on the market by 
virtue of the fact that most of the foreign exchange income from gold and 
diamond exports comes to the Bank. Meanwhile, the "financial rand" has also 
appreciated from 63 cents in February to 83 cents in mid-May. 


As part of any overall shift to an expansionary monetary and fiscal policy, 
the Government has also lowered in several steps the Reserve Bank's interest 
rate (equivalent to the Federal Reserve Discount Rate) from 9% in mid-1978 

to 7.50% as of May 1979. This has brought the commercial banks" prime lending 
rate down from 12.5% to 10% in mid-May. At the same time, the Reserve Bank 
has lowered the liquid asset ratio of the banks. 


Labor and Prices - No Improvement in Black Unemployment 


The rate of unemployment, particularly among the black population, continues 
to be one of the most serious problems facing the South African economy. In 
spite of the limited economic upturn in 1978, employment in non-agricultural 
sectors increased by only 0.6% in the first nine months of the year. This is 
well below the increase in the workforce and is the second straight year of 
virtually no growth in employment. Even the marginal growth in employment in 
1978 stemmed from the public sector and the private sector actually showed a 
small decline. Most of the increase in unemployment has been concentrated 
among the unskilled black workers, particularly the school leavers. The South 
African Government has reported the total number of unemployed in October 1978 
as 800,000 of which 520,000 were blacks. Unemployment rates were given as 
3.6% for whites, 11.1% for coloreds, 9.2% for Asians, and 11.1% for blacks. 
However, the Government's survey uses a fairly restrictive definition of un- 
employment, and a number of private estimates have put the level of black un- 
employment as well in excess of one million. 


In the first nine months of 1978, real wages in non-agricultural sectors de- 
clined by 1.4% compared to a decline of 1.1% in 1977. Real white wages fell 
by 2.2% in 1978 while non-white wages were down 0.4%. 


In May 1979 the recommendations of two Government-appointed commissions on 
labor policy -- the Wiehahn and Riekert Commissions -- were published. The 
Wiehahn Commission recommended a broad reform of South African labor policy 
and laws aimed at eliminating racial discrimination. The recommendations in- 
cluded (1) the removal of racial discrimination from legislation and employ- 
ment practices; (2) granting recognition to the currently unrecognized black 
trade unions; (3) repeal of the legal job reservation system; and (4) equali- 
zation of social benefits for various racial groups. The Government has 

stated that it accepted most of the Wiehahn recommendations, but indicated it 
plans to proceed cautiously in implementing certain of them. The Riekert Com- 
mission contained proposals for a more flexible movement of labor in the urban 
areas including moderating but not eliminating the pass law system. The Govern- 
ment has also indicated conditional acceptance of these recommendations. With 
the exception of certain white trade unions, the reports of Wiehahn and Riekert 
Commissions have been well received in South Africa. However, the actual 
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legislation introduced to implement the Wiehahn recommendations has disap- 
pointed many observers in that it denies trade union rights to black commuters 
from the homelands and migrant workers and appears to give white unions a veto 
on membership of black unions in industrial councils. The Minister of Labor 
has stated he expects these problems will be resolved in time. 


The Consumer Price Index rose 11.2% in 1978, virtually the same rate (11.32) 
as the previous year. The major factor in the continued high rate of infla- 
tion was the introduction in July 1978 of a 4% retail sales tax. In addition, 
depreciation of the then dollar-linked rand against other currencies caused an 
increase in import prices. There was moderation of inflation in the final 
quarter of 1978 to an 8.6% annual rate. However, in the first quarter of 1979 
the sharp increase in world oil prices caused a 33% increase in retail gasoline 
prices. As a result, the CPI accelerated to 12.8% for the twelve months 
ending April 30, 1979. With oil prices continuing to put pressure on the 
inflation rate, it is unlikely that 1979 will see much improvement 

over the 11% rate of 1978. 


Industry - Gradual Recovery in Manufacturing 


Industry underwent a moderate recovery in 1978, but manufacturing remained 
under-utilized. The index of the physical volume of manufacturing increased 
by 5.2% in 1978 compared to a decline of 5.1% in 1977. Utilization of manu- 
facturing capacity increased in 1978 from 83.7% to 84.8%. Of this, the basic 
iron and steel industry went from 87.4% utilization to 88.9%; the motor vehicle 
industry from 67.2% to 76.7%; and non-electric machinery from 82.8% to 80.0%. 
Automobile sales recovered well in 1978 following two disastrous years. New 
car sales were up 23% to 204,000 while commercial vehicles were up 10% to 
100,000. In spite of the improvement, total car sales remain below the peak 
set in 1975. In the four months of 1979, motor vehicle sales continued to 
show moderate (13%) growth over 1978. The basic steel industry also showed 
steady growth in the first quarter of 1979 increasing the value of production 
by 17% compared to the same quarter in 1978. 


Construction was about the only sector that failed to show any improvement in 
1978. The total value of buildings completed declined by 15% while the value 
of building plans approved showed a slight increase. 


Mining - Banner Year for Gold 


The South African mining industry experienced another excellent year in 1978. 
Total mineral exports increased by 24% to $7,907 million due primarily to in- 
creases in the world price of gold, diamonds, platinum, and certain other 
minerals. Gold exports showed the strongest growth increasing 38% in 1978 to 
$4,442 million. Sales of Krugerrand, the South African gold coin, were par- 
ticularly buoyant, rising from 3.3 million in 1977 to 6 million in 1978. The 
value of diamond sales rose 73% to $512 million. However, this is in effect a 
producer price and the actual export value is considerably higher. Platinum 
exports benefitted from a near doubling of the world price. Uranium exports 
are estimated by the Chamber of Mines at $575 million in 1978 and production 
was up 18%. Coal exports have continued to rise rapidly in both value and 
volume. In 1978 exports increased in value by 31% to $373 million, the volume 
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increasing 21% to 15.4 million metric tons. Iron ore showed a small increase 
in exports to $190 million. Ferrochrome and ferromanganese exports were up 
72% to $387 million due to increases in both production and prices. More 
negative trends were shown by copper, antimony, and asbestos. 


In the first four months of 1979 the favorable trends in mineral exports 
seemed to be holding up. The gold price has averaged some $40 over 1978 and 
reached a record of $265 in late May. Prices of diamonds and platinum con- 
tinue strong and coal exports are projected to reach 20 million tons in 1979. 
The slowing of economic growth rates in the U.S. and Europe is, however, an 
area of concern on mineral exports. 


Agriculture - Drought Causes Poor Maize Harvest 


South Africa enjoyed a good agricultural year in 1978 as a result of a 

bumper 10.1 million ton maize (corn) crop and improved world prices for a 
number of agricultural exports such as fruit and wool. However, there was a 
severe drought in the 1978/79 growing season, and agricultural prospects are 
considerably worsened in the current year. The maize crop for 1979 is pro- 
jected to be about 35% down on the previous year to approximately 6.5 million 
tons, and maize exports are expected to drop from 3.3 million tons in 1978 to 
around 900,000 tons in 1979. Other crops affected by the drought include 
peanuts and sunflowers. Sugar, while not severely hurt by the weather, con- 
tinues to feel the impact of low world prices. Other crops including fruit, 
wool, and tobacco are doing somewhat better. Overall agriculture is expected 
to show a decline in 1979 in both exports and contribution to real GDP. 


Government Finance - Expansionary Budget Expected to Boost Economy 


After several years of tight reins on Government spending, the South African 
Government shifted to a strongly expansionary fiscal policy when it presented 
the FY-1979/80 budget on March 28, 1979. The budget provided broad cuts in 
individual and company income taxes amounting to nearly $900 million. In 
addition, the import surcharge was reduced from 12.5% to 7.5%. Government 
spending will rise 11.9% to $13,093 million in 1979/80 but will show little 
growth in real terms. Thus, the economic stimulus in the budget is concen- 
trated on boosting consumer spending. The Government has stated that it ex- 
pects there is sufficient stimulus in the budget to enable the economy to 
reach a 4% rate of growth in real GDP in 1979. 


The shift by the Government to an expansionary fiscal policy was made possible 
by two factors. The first was the notable improvement in the balance of pay- 
ments in 1978 so that there was considerably less pressure to control imports. 
Secondly, Government revenues were higher than expected in 1978 due to in- 
creases in the gold price and the resulting rise in tax revenues from gold mines. 


Economic Prospects - Stronger Growth in 1979 
After four years of low growth, the outlook for the South African economy is 
considerably improved in 1979. The strongly expansionary Government budget 
and its accompanying tax cuts are expected to give a major boost to consumer 
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spending which had already seen a limited recovery in 1978. Growth in the 
first quarter of 1979 appears to have remained gradual but is expected to 
accelerate in the second haif of the year when the tax cuts take effect. 

With inventories low, the improvement in consumer spending should result in 
further growth in manufacturing. Industry is currently operating below 
capacity but by the end of 1979 there will be considerable pressure for new 
capital investment if consumer spending behaves as expected. This in turn 
should carry the economic upturn well into 1980. Consumer and business con- 
fidence, which have suffered from political uncertainty in the last two years, 
have recovered well according to most surveys. 


In the international sphere, South African exports have continued to perform 
extremely well in the first four months of 1979. World uncertainty over the 
oil situation has driven the price of gold, platinum, diamonds, and other 
minerals to record levels. Besides giving the country some protection from 
the oil price increases, this has also provided the mining industry a con- 
siderable boost. The gold price averaged nearly $50 an ounce more in the 
first five months of 1979 than in 1978, and the current account appears to 
have remained thus far comfortably in the black. On the capital account side, 
the country is having greater success in raising medium-term foreign loans 
than at any other time since 1976 although capital inflows are well below the 
levels of the early 1970s. 


While the overall outlook is considerably improved, serious problem areas 
exist which have the potential to reduce economic growth below anticipated 
levels. The major threat to the growth rate and to the balance of payments 
is the rapid increase in oil prices in 1979. With the fall of the Shah's 
Government in Iran, South Africa lost its major source of crude oil and has 
been forced to rely on the spot oil market where prices have risen even more 
rapidly than those of the OPEC states. Minister of Economic Affairs Heunis 
stated in May that oil imports were running at a $4,700 million annual rate, 
well more than double the 1978 level, and therefore restrictions on gasoline 
consumption and further gas price increases havebecome inevitable. Theprices 
of gold and platinum, both major South African exports, have also risen 
sharply in the first five months of 1979 but not enough to compensate for 

the projected increase in oil imports. The anticipated gasoline restrictions 
and price increases may well reduce consumer spending in 1979 and thereby 
weaken the growth rate. However, in the longer term, South Africa is better 
equipped to deal with the world oil crisis than many countries because only 
30% of its energy requirements come from oil. In addition, the Sasol oil- 
from-coal plants are expected to provide about 20% of the country's oil 

needs by 1981 and 50% (at current consumption) by 1983. 


Other problem areas are the agricultural sector which is expected to show a 
real decline in 1979 due to the poor harvest with agricultural exports being 
below 1978. Also, it is not expected that even the goal of 4% real growth 
in 1979 set by the Government will not be sufficient to noticeably reduce 
black unemployment and the country is estimated to need 5-6% real growth to 
provide sufficient employment opportunities. This level is unlikely to be 
achieved without a considerably higher inflow of foreign capital. Finally, 
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while political factors had a smaller impact on the economy in 1978 than in 
the previous two years, the possibility of some form of international 
economic sanctions against South Africa, which could reduce economic growth, 
remains in the background. 


In spite of the outstanding problems, there is a general consensus among 

South African economic observers that the country will experience a stronger 
rate of real growth in 1979 than in 1978. The Minister of Finance stated in 
March that the expansionary impact of the budget will enable the country to 
reach a 4% growth rate in 1979. Projections of most private sector economists 
have varied from 3.4% to 4.2%. On balance, it appears likely that the oil 
crisis will pull the growth rate somewhat below the Government estimates and 
about a 3.7% increase in real GDP can be looked for in 1979. However, a 
worsening of the global oil crisis could reduce this further. 


IMPLICATIONS FOR THE U.S. 


U.S. Market Share Down while South African Exports Up Sharply 
Two-way: trade between the United States and South Africa rose sharply in 1978 
to $3,338 million, an increase of 43% from the 1977 level of $2,319 million. 
Virtually all this increase was due to the expansion of South African exports 
to the U.S. which rose by 79% to $2,259 million. Imports from the U.S. showed 
only marginal growth with the result that the U.S. trade deficit with South 


Africa climbed, according to U.S. trade figures, from $219 million in 1977 to 
$1,180 million. 


South African imports from the United States rose by 2.7 percent in 1978 to 
$1,079 million. This was considerably below the increase of 22.2 percent in 
overall South African imports (excluding oil and arms) with the result that 
the U.S. share of the South African market declined from 19 percent in 1977 
to 15.7 percent. In contrast, imports from Europe were up 32 percent, and 
Europe's share of the market rose from 54.8 percent to 59.4 percent. U.S. 
exports to South Africa showed an uneven trend during the year with a decline 
of 12 percent in the first six months followed by a recovery in the second 
half of the year. 


Various factors are believed to have played a role in the significant decline 
in the U.S. market share in 1978. Among these was the fact that,as the rand 
depreciated along with the dollar,imports from Europe became more expensive 
and importers were apparently reluctant to shift to U.S. goods in spite of 
some advantages in price due to exchange rate movements. One of the major 
reasons for this reluctance is believed to be the expansion of U.S. Government 
controls on exports to South Africa in early 1978 particularly the prohibition 
on sales of any American product or component to the South African police and 
military. This, together with a deterioration in bilateral relations, has 
tended to create an atmosphere of concern among South African business people 
over the reliability of U.S. products. - However, preliminary trade figures for 
the first 4 months of 1979 show that imports from the United States have 
performed considerably better than in 1978, and some improvement in the U.S. 
market share has occurred although it remains below the 1977 level. 
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The main categories of U.S. exports to South Africa in 1978 did not change 
greatly from the previous year. Rice remained at $34 million, wood pulp and 
paper were down marginally to $57 million, road vehicles and parts recovered 
somewhat to $63 million but remained below 1976, power generating machinery 
climbed 29% to $62 million, but was also below the 1976 level, office and 
data processing equipment grew to $55 million, agricultural machinery was 

$27 million, construction and mining equipment $85 million, aircraft and 
parts were down considerably to $40 million, chemicals were $147 million, and 
scientific and photographic equipment was $88 million. 


South African exports to the United States were up 79 percent in 1978 to 

$2,319 million according to U.S. trade figures. South African statistics give 
a lower figure of $1,552 million with the discrepancy believed due primarily to 
differences in valuing diamond exports. Under either set of statistics, 
however, the United States surpassed Britain as the major customer for South 
African exports in 1978. The largest increases in exports to the United States, 
according to U.S. figures, were in gold coins (Krugerrand) which tripled in 
value from $206 million to $651 million, industrial and gem diamonds which 
nearly doubled to $6.3 million, basic iron and steel which rose 76 percent to 
$161 million, ferroalloys including ferrochrome which climbed to $156 million, 
and platinum group metals which were up 84 percent to $288 million. The rapid 
growth in exports of diamonds, Krugerrand, and platinum reflects increases in 
both price and quantity. 


Prospects Somewhat Improved ror’ U.S; Exports 


The prospects for U.S. exports to South Africa are somewhat improved in 1979 
after the weak performance in 1978. The recovery in the South African 

economy appears to be offsetting some of the impact of the earlier export 
control measures and estimates based on preliminary trade data for the first 

4 months of 1979 show imports from the United States increasing somewhat faster 
than overall South African imports. The anticipated higher growth rate in 
1979 and particularly new capital investments should provide considerable op- 
portunity for expanding U.S. exports. There appears to be a good chance that 
U.S. exports to South Africa will grow by around: 15% in 1979 and that the 

U.S. market share will show a limited increase although probably not reach 

the 1977 level. Problem areas remain, however, in the continuing impact of 
the export control measures. In addition, legal problems stemming from the 
Evans Amendment have caused at least a temporary suspension of new Export- 
Import Bank guarantees and insurance for exports to South Africa. This 
suspension was still in effect as of May 1979. While only a small portion 

of U.S. exports to South Africa are covered by Ex-Im programs, this suspension 
can be expected to pose some competitive problems for certain U.S. exporters. 


Two new major projects were announced in early 1979 which may be of interest 
to U.S. firms. These are a $3.5 billion expansion of the Sasol II oil-from- 
coal project, the largest single project ever undertaken in South Africa. 

As with the original SASOL II project, the U.S. Fluor Corporation will be 

the prime engineering contractor. However, the absence of Ex-Im guarantees 
is a factor which will affect the competitiveness of U.S. companies vis-a-vis 
European firms in bidding on contracts for this project. The second project 
is a $250 million diesel engine plant to be constructed by the Government- 
owned Industrial Development Corporation in association with the European 
firms, Perkins and Damlier-Benz. 
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A number of product categories are believed to offer significant potential 
for U.S. exports to South Africa in 1979. Among these are mining and earth- 
moving equipment, particularly in coal; machine tools, process control and 
electronic test equipment, computer and business equipment and metal-working, 
all expected to grow at 20% or better this year as several sectors near 
capacity and invest in capital equipment. In most of the above sectors, 
important marketing factors are import substitution and shortages of skilled 
operators. These factors are strongest in computers, where local manufacture 
has begun but is not expected to become significant because of the small 
scale of the market and what is predicted to be a permanent shortage of 
skilled personnel. There are also promising prospects in such lesser- 
researched fields as educational and training equipment, health care and 
urban development, although these fields are dominated by apartheid policies. 
Nevertheless, there appears to be considerable scope in educational and 
training equipment and systems, since improved black education and skills 
are universally recognized as vital to improved economic growth, social 
stability and reduced job discrimination. Other promising areas include 

the broad field of consumer goods, as discretionary incomes grow, and inter- 
mediate industrial commodities, particularly bulk chemicals. Relatively 
less favorable outlooks exist in the drought-depressed agricultural sector 
and in the plastics industry, which has ample spare capacity. 


American direct investment in South Africa amounted to $1.76 billion at the 
end of 1977. Figures are not available for 1978, but it is believed that 
little change occurred. Outstanding U.S. bank loans to South Africa 

amounted to $2.2 billion in mid-1977. Approximately 300 American firms have 
subsidiaries or affiliates in South Africa and more than a thousand are 
represented through agents. American companies have in recent years come 
under increasing pressure from groups in the United States concerned over U.S. 
business involvement in South Africa. This has not, however, produced a 
significant trend toward disinvestment. 


The United States Government neither encourages nor discourages American in- 
vestment in South Africa. American companies considering investment in South 
Africa will wish to take into account both the economic and political situ- 
ation within the country including the effects on long-term stability of a 
system which imposes legal discrimination on the non-white groups which com- 
prise more than 80% of the population. Potential and current U.S. investors 
should also give careful consideration to relations with their non-white 
workforce. The United States Government strongly urges U.S. firms to assume 
sufficient responsibility for the adequacy of their compensation and other 
benefits to permit a decent standard of living for all their workers. It 
supports the Sullivan Guidelines which call for equal and fair treatment as 
well as advancement of black workers. Guidance on employment practices in 
South Africa is available from the U.S. Embassy and Consulates General in 
South Africa and from the Departments of State and Commerce in Washington. 
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Regional Marketing Managers 


Commercial and economic information on most trading part- Area 


ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Regional Marketing Manager is responsible for the areas 
listed below. Assistance or information about marketing in 
these countries may be obtained by dialing these key people 
directly: 202-377 plus the given extension. 


Area 


Africa 


(except Algeria, Egypt, Libya, Morocco and 
Tunisia—see Near East Listing below) 


Canada 
Eastern Europe 


Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic Countries 


Far East 


Extension 


East Asia, Taiwan, Australia, and 


New Zealand 


Latin America 
Extension 


Southeast Asia and Sub continent 
Japan, Korea and Hong Kong 


Andean and Caribbean countries 


Brazil and River Plate countries 


Near East 


Mexico and Central America countries 


Egypt, Iran and Israel 

Algeria, Libya, Morocco and Tunisia 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yeman, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 


USSR 


Spain, Portugal, Switzerland and Yugoslavia 


United Kingdom 


People’s Republic of China 


Commerce District Offices 


Albuquerque, 87102, 505 Marquette 
Ave. NW., Rm. 1015 (505) 766-2386. 
Anchorage, 99513, P.O. Box 32, 
701 C St. (907) 271-5041. 

Atlanta, 30309, Suite 600, 1365 
Peachtree St., NE. (404) 881-7000. 
Baltimore, 21202, 415 U.S. Custom- 
house, Gay and Lombard Sts. (301) 
962-3560. 

Birmingham, 35205, Suite 200-201, 
908 S. 20th St. (205) 254-1331. 
Boston, 02116, 10th Floor, 441 
Stuart St. (617) 223-2312. 

Buffalo, 14202, 1312 Federal Bldg., 
111 W. Huron St. (716) 846-4191. 
Charleston, W. Va., 25301, 3000 New 
Federal Office Bldg., 500 Quarrier 
St. (304) 343-6181, Ext. 375. 
Cheyenne, 82001, 6022 O'Mahoney 
Federal Center, 2120 Capitol Ave. 
(307) 778-2220, Ext. 2151. 

Chicago, 60603, Room 1406, Mid- 
Continental Plaza Bldg., 55 E. Mon- 
roe St. (312) 353-4450. 

Cincinnati, 45202, 10504 Fed. Bldg., 
550 Main St. (513) 684-2944, 
Cleveland, 44114, Room 600, 666 
Euclid Ave, (216) 522-4750. 
Columbia, S.C., 29204, Forest Center, 
2611 Forest Dr. (803) 765-5354. 
Dallas, 75242, Room 7AS5, 1100 
Commerce St. (214) 749-1515. 
Denver, 80202, Room 165, New Cus- 
tom House, 19th and Stout Sts. (303) 
837-3246. 


Des Moines, 50309, 817 Federal 
Bldg., 210 Walnut St. (515) 284-4222. 
Detroit, 48226, 445 Federal Bldg., 
231 W. Lafayette (313) 226-3650. 
Greensboro, N.C., 27402, 203 Fed- 
eral Bldg., W. Market, St., P.O. Box 
1950. (919) 378-5345. 

Hartford, 06103, Room 610-B, Fed. 
Bldg., 450 Main St. (203) 244-3530. 
Honolulu, 96850, 4106 Federal Bldg., 
300 Ala Moana Blvd., P.O. Box 
50026 (808) 546-8694. 


Houston, 77002, 262% Federal Bldg., 
S515 Rusk Ave. (713) 226-4231. 
Indianapolis, 46204, 357 U.S. Court- 
House & Federal Office Bldg., 46 E. 
Ohio St. (317) 269-6214, 

Los Angeles, 90049, Rm. 800, 11777 
San Vicente Blvd. (213) 824-7591. 
Memphis, 38103, Room 710, 147 
Jefferson Ave. (901) 521-3213. 
Miami, 33130, Rm. 821, City Na- 
tional Bank Bldg., 25 W. Flagler St. 
(305) 350-5267. 

Milwaukee, 53202, 605 Federal Of- 
fice Bldg., 517 E. Wisconsin Ave. 
(414) 291-3473. 

Minneapolis, 55401, 218 Federal 
Bldg., 110 S. 4th St. (612) 725-2133. 
New Orleans, 70130, Room 432, In- 
ternational Trade Mart, 2 Canal St. 
(S04) 589-6546, 

New York, 10007, 37th Floor, Fed- 
eral Office Bldg., 26 Federal Plaza, 
Foley Sy. (212) 264-0634. 


Newark, 07102, Gateway Bldg. (4th 
floor) Market St. & Penn Piaza 
(201) 645-6214. 


Omaha, 68102, 1815 Capitol Ave., 
Suite 703A (402) 221-3665. 


Philadelphia, 19106, 9448 Federal 
Bldg., 600 Arch St. (215) 597-2850. 


Phoenix, 85073, 2950 Valley Bank 
Center, 201 N. Central Ave. (602) 
261-3285. 

Pittsburgh, 15222, 2002 Fed. Bldg., 
1000 Liberty Ave. (412) 644-2850. 


Portland, Ore., 97204, Room 618, 
1220 S.W. 3rd Ave. (503) 221-3001. 


Reno, Nev., 89503, 777 W. 2nd St., 
Room 120, (702) 784-5203. 


Richmond, 23240, 8010 Federal Bldg., 
400 N. 8th St. (804) 782-2246. 


St. Louis, 63105, 120 S. Central Ave. 
(314) 425-3302. 


Salt Lake City, 84138, 1203 Federal 
Bldg., 125 S. State St. (801) 524-5116. 
San Francisco, 94102, Federal Bldg., 
Box 36013, 450 Golden Gate Ave., 
(415) S56—S860. 


San Juan, P.R., 00918, Room 659, 
Federal Bldg., Chardon Ave. (809) 
753-4555 


Savannah, 31402, 222 U.S. Court- 
house, P.O. Box 9746, 125-29 Bull 
St. (912) 232-4321, Ext. 204. 
Seattle, 98109, 706 Lake Union 
Bldg., 1700 Westlake Ave. North (206) 
442-5615. 








A Professional Research 
Staff For $34 A Year? 


Yes. @ @ with a subscription to BUSINESS 


AMERICA, the Journal of Industry and Trade. You'll 
have the economic and exporting expertise of the U.S. 
Department of Commerce at your fingertips—every two 
weeks. 


We’re more than a magazine. In every issue, you'll find 
the phone numbers of the authors or area specialists 
who can answer your follow-up questions. Plus: 


Inclusive economic analysis 
Worldwide business leads 
Licensing and joint venture opportunities 


Digests of important congressional and Government 
actions 


The latest U.S. export and import figures 


Fill in the order form below to start your subscription 
to BUSINESS AMERICA. It’s the $34 business 
investment that pays dividends every two weeks. 


SS — GQ IS INESS SUBSCRIPTION ORDER FORM 
ENTER MY SUBSCRIPTION TO BUSINESS 
SH AMER /A\ AMERICA at $34. Add $8.50 for foreign mailing. 
wo No additional postage is required for mailing 
THE JOURNAL OF INDUSTRY AND TRADE within the United States and its possessions. 
[_] Remittance Enclosed RZ 
(Make Checks payable NAME--FIRST, LAST 
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Documents) COMPANY NAME 
[_] Charge to my Deposit 
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Superintendent of 
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